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rec- Federal Taxes—How Much and From Whom? 
a Taxes have become a very important factor in the cost of living. The American people spent more in 
tler, | 1947 for government—federal, state, and local—than they spent for food. Taxes influence everyday 
personal relations, relations between groups, relations between peoples. Principles and policies of 
v ot taxation involve social, economic, and political issues that have ethical aspects. Therefore it seems de- 
ym- | sirable to make a brief presentation of some current tax proposals. 
ma- 
Revenue Requirements non-military departments, grants-in-aid, conservation, 
Our government levies taxes to pay for services that subsidies, etc., amount to about 6 billion dollars in the 
we the people want and authorize through our representa- — peg 1s 
a tives. There is always disagreement about the relative Dillion do omg € total receipts, 44.5 billion dollars. The 
b in importance of existing government services and about the —_ would be applied to retirement of the public debt. 
— manner and cost of administration of them; also about oe ig oa pee whatever trimming of the budget 
iths, proposed additions or extensions of services. We do not may be re o hy Congrats at the present session, any “e 
col- propose in this article to enter into that controversy, 0 rates, of 
~~ though of course the amount of government expenditures a an tikely a su eam reduction of the pub 
Fed- determines normally the amount and to some extent the (“¢ rs st 40 billic y 2 — estimated tax revenue 0 
org incidence of taxation. The greater part of the federal at least On GONSrS. 
dell expenditure likely to be made during the ensuing fiscal Present Distribution of Federal Toxes 
year (1948-49), agp consists of et gph mend What are the sources of federal revenue under the 1945 
incurred and postwar o y schedule still in operation? Since the fiscal year 1947-48 
public opinion. In spite does not end until June 30, we use Treasury estimates. 
ern- view of the approaching election, informed observers no The current estimate of total revenue is about 45 billion 
Su- influenced by wishful thinking do not now differ widely dollars, which would leave a surplus of over 7 billion 
ce in their estimates of federal expenditures in the year ahead. dollars, to be applied to reduction of the public debt. The 
the The N “doll sources are approximately as follows, in percentages: 
shed only about 2 billion dollars in the President's budget ; personal incomes 46, corporate profits 19, excises 16, 
and there is always the prospect of additional appropria- social security levy 8, estates and gifts 2, customs, etc., 3, 
ains tions later. 7 ne ; other revenue sources 6. 
ent, There is no question about our obligation to pay inter- It may be assumed that individual consumers are pay- 
3 on est on the public debt, veterans’ services and benefits, and ing not only the personal income tax, but nearly all the 
onal tax refunds. These items in the budget submitted to excise taxes, and some part of the corporate profits tax. 
ress Congress by the President amount to over i billion dol- Such excise taxes as are paid by corporations on their 
gov- lars. Nor is there much controversy about the necessity, purchases or sales are counted as costs and so reflected in 
liza- in the present state of the world, of keeping up our na- prices. Corporate profits taxes are likely to be anticipated 
cies. tional defenses, including our military forces. This item in prices, to the extent that competition permits. There- 
1cies accounts for 11 billion dollars, not likely to be reduced fore perhaps 75 per cent of the federal tax receipts are 
933. substantially. As to international obligations, including paid directly or indirectly by individuals—in their tax re- 
933. the European Recovery Program, it seems to be generally turns or as buyers of goods and services. 
f an expected that the expenditures to meet them, whether Let us look further at the three main sources which 
ob- covered by current or post-election appropriations, will account for more than 80 per cent of the revenue. 
the not be less than 5 or 6 billion dollars. (The budget item The individual income tax is paid by about 50 million 
aled is 7 billion.) These five items, all related directly to the persons. Exemptions of $500 for each taxpayer and 
hing war, amount to 28-31 billion dollars. In the budget they dependent and certain other deductions are allowed in de- 
Fov- constitute 79 per cent of the total. termining taxable income—the income to which the rates 
Re- “Social security,” on the present basis, requires a spe- are applied. The rate is 19 per cent on the first $2,000 of 
July. cial tax of nearly 2 billion dollars. Other government taxable income. Increasing from that point, with a sur- 
: expenses, including administration and operations of the tax included, it reaches about 50 per cent at the $18,000 
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level and 86 per cent at the top level (over $1,000,000) 
The receipts from this tax for the current fiscal year 
(1947-48) are estimated as 21 billion dollars. More 
than hali of the total tax is paid by persons reporting 
gross incomes less than $5,000. 

The corporation income tax is 21 per cent of the first 
$5,000 of net profits, increasing to a maximum of 38 
per cent on net profits of $40,000 or more. The net re- 
ceipts this year are estimated as 8% billion dollars. 

Excise taxes are imposed on the sale of over 50 groups 
of goods and services. Some are payable on sales by 
manufacturers ; others on sales by retailers. More than 
half of the revenue from excises is derived from alcoholic 
beverages, tobacco products, and gasoline (2.5, 1.2, and 
4 billion dollars, respectively). About a billion dollars 
comes from transportation and communication; nearly 
half a billion from admissions; over half a billion from 
jewelry, furs, cosmetics, and luggage. The total receipts 
from excises are estimated as over 9 billion dollars for 
this fiscal year. 


Some Recent Tax Revision Plans—Nongovernmental 


Among tax revision plans put forward in 1947 for the 
fiscal year 1948-49 there are three that may be especially 
noted as reflecting conservative opinions, to varying de- 
grees, and as probably influencing current legislative 
thinking. It will be noted, however, that all assume a 
federal budget below present estimates. The table on 
page 3 gives a comparative view of these recommenda- 
tions ; but some special comment on each may be appro- 
priate, to clarify the viewpoint represented and the basis 
of the adjustments proposed. 

The Committee on Postwar Tax Policy, a group or- 
ganized in 1944 and financed by the Falk Foundation of 
Pittsburgh, issued in 1945 a report entitled A Tax Pro- 
gram for a Solvent America. A revised edition was is- 
sued early in 1947. The chairman of the committee of 
five was Roswell Magill, a former Assistant Secretary of 
the Treasury’; the director of research was Harley L. 
Lutz of Princeton University, editor of The Tax Review. 

This committee made recommendations first for the 
fiscal year 1947-48, but also for 1948-49. For the latter 
year it suggested a budget of about 25 billion dollars. 
Through “prudence in current spending” it was believed 
that a surplus might still be available for debt reduction. 
It was the committee’s view that “every effort that can 
be made to get the budget down into this lower range [20 
to 25 billion] can be justified, not merely on the ground 
of tax reduction, but also on the grounds that only by 
such action can we establish, within a reasonable tax 
load, a substantial surplus for debt payment, and that we 
must be prepared at some time or other for a recession of 
the national income from its present high levels... . We 
are convinced that the effects of the kind of taxation now 
imposed on individual income extend far beyond the in- 
dividuals immediately concerned and involve the incomes 
and well-being of people generally. . . . It is particularly 
important that this load be eased through those levels in 
which are to be found the bulk of the incomes received 
by the management group. The services of this group 
are of peculiar importance in a free enterprise system.” 

The National Association of Manufacturers issued in 
July, 1947, a program for federal tax revision, entitled 


1Mr. Magill also served on the Special Tax Study Committee 
appointed by Representative Knutson, chairman of the Ways and 
Means Committee of the House of Representatives, and presented 
the majority report of that committee in November. 


Capital Formation: Key to Tomorrow's Prosperity; also, 
later, a statement on the effect of tax reduction on pur- 
chasing power and inflation. It advocated a net federal 
budget of about 30 billion dollars, and emphasized the 
need of increased savings by individuals for capital for- 
mation. “There is strong reason,” the NAM contended, 
“for holding that a tax reduction of the right kind and of 
substantial amount would diminish the total demand for 
consumption goods. This reason is that some of the in- 
come that would be retained through remission of taxes 
would be saved rather than spent. To the extent that the 
reductions are made applicable to the middle and upper 
incomes, the greater would be the prospect that additional 
saving rather than increased consumption would result. 
... Lhe persons with incomes in the middle and upper 
income ranges have not been obliged to curtail materially 
their ordinary consumption expenditures and standards, 
even under the impact of the wartime taxes. What these 
taxes have done is to cause a substantial decline, and in 
some cases the complete disappearance, of the margin of 
income that would be saved rather than spent. A reduc- 
tion of the tax burden in such cases would mean the re- 
appearance of more saving and not simply more consump- 
tion. To this extent tax reduction would be a positive 
weapon in the fight against further inflation of prices. ... 
[It would also supply] the productive forces with more 
capital, thereby making possible the enlargement of plant 
and the expansion of output which is so desperately needed 
today.... 

“Government spending goes more fully, relative to the 
total, into consumption channels than does private spend- 
ing. A reduction of public spending [also] would there- 
fore lead to diminution of the pressure for goods and 
services.” 

The Committee for Economic Development published 
in November, 1947, a notable booklet on Taxes and the 
Budget: A Program for Prosperity in a Free Economy, 
sponsored by the businessmen on its Research and Policy 
Committee and prepared by a subcommittee on taxes in 
consultation with technical advisers. 

Part I of the booklet is devoted to the exposition of a 
“stabilizing budget,” whose basic principle is thus stated: 
“Set tax rates to balance the budget and provide a surplus 
for debt retirement at an agreed high level of employment 
and national income. Having set these rates, leave them 
alone unless there is some major change in national policy 
or condition of national life.” 

Part II sets forth a “tax program for 195x, when” 
temporary war influences on government expenditure have 
largely disappeared. The general objectives are thus 
stated: (1) “The program must yield the required rev- 
enue”; so the report forgoes “many recommendations that 
would be considered appropriate if revenue requirements 
were lower.” (2) “The program should avoid seriously 
repressive effects on incentives to effort and investment.” 
(3) “There should be a fair and reasonable degree of 
progression in the tax burden.” (4) “The program 
should be equitable in its treatment of persons in similar 
economic circumstances.” The objective in revenue for 
195x is 33 billion dollars (30 for expenditures, 3 for sur- 
plus)—at the assumed national income of 220 billion 
dollars. Substantial reductions could then be made. 

But since we have not reached the national income of 
220 billions, or the higher level of production and lower 
level of prices contemplated for 195x, and since we have 
temporary postwar obligations which must swell the na- 
tional budget, a “carefully timed” transition to the pro- 
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posed 195x schedule is recommended. As a halfway step, 
perhaps possible for the fiscal year 1948-49, a reduction 
of taxes to provide a yield of about 38 billion dollars is 
proposed—as shown in the table below. 


COMPARISON oF TAX PROPOSALS WITH PRESENT LAW 
(In Selected Brackets) 


Present Magill-Lutz 
Law Committee NAM CED 
Individual net incomes 
Exemption—for taxpayers 
and each dependent $500 $500 $500 $500 
Lowest bracket 
(to $2,000) ..... 19%* 15-19% 12% 15.2-16.8% 
$2,000-$4,000 ...... 21% 17-21% 18.4% 
$4,000-$6,000 ...... 25% 19-23% 21.8% 
$6,000-$20,000 ..... 29-50% 21-37% 25.2-44.2% 
6,000-$32,000 . 59% 39-41% 50.2% 
$44,000-$50,000 .... 68% 44% 56.7% 
$100,000-$250,000 .. 85% 50% 50% 67.0% 
Over $1,000,000 ... 86% 65% 50% 82.0% 
Earned income 
credit .......... mone lowincomes none none 
Division of income. none** yes yes yes 
Credit on dividends none yes yes 


Deductions: insur- 
ance, medical ex- 
PeENseS Over 5% vi none Extended none 
medical 
costs 
Corporation profits .. 38% 38% 38% 38% 
Differential for 
small corpora- 


tions To$50,000 continue continue continue 
Averaging of losses 2yrs.for’'d ——  O6yrs.for’d lyr. back 
and back Syrs. 
for’d 
Over50 continue continue Only 
goods and with ad- liquor 
services justments tobacco, 
gasoline 


Estimated revenues*** $44 billion $28 billion $30 billion $38 billion 


* Rates in this column quoted to nearest whole number. 
**In “community property” states this is provided by state laws. 
*** Including estate and gift taxes, customs duties, etc. 


“The decisions on taxes made in 1948 and 1949 will 
have a lasting effect on the possibility of reaching a tax 
system that will promote high employment, business sta- 
bility, sound fiscal policy, and economic progress. If tax 
reform is left to follow tax reduction, and is not made 
the guiding principle of tax reduction, tax reform may 
never come. There are two real dangers. One lies in 
concentrating attention on only one or two parts of the 
tax system. The other lies in arbitrary, across-the-board 
formulas for tax reduction. Horizontal cuts from a bad 
tax system will not create a good tax system.” 


Other Nongovernmental Proposals 


Among other proposais trom private sources several of 
very recent date may be mentioned. 


Professor Sumner H. Slichter of Harvard University, 
in the New York Times (January 25), advises that “the 
present is not a good time to reduce taxes,” since “so 
large and urgent are the accumulated needs for consumer 
goods that most of the gain in income after taxes would 
go to buy consumer goods. . . . More expenditures for 
consumer goods would simply mean higher prices.” 
Nevertheless, he adds, “it is possible to cut taxes in such 
a way as to keep down the cost of living. Such a tax 
reduction would strike at the very heart of the inflation 
problem. All that is necessary is to permit individuals 
to claim a rebate on the personal income tax for any pro- 
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portion of their income which is saved. The rebate is 
suggested as one third of the surtax on the amount saved. 
“Everyone would have an incentive to reduce his debts or 
to buy securities or real estate—but out of income, not 
with borrowed money. The diversion of incomes into 
these uses would help business enterprises and would free 
them from excessive dependence upon the banks. Finally, 
the shift of demand from consumer goods . . . would 
help hold down the cost of living for everyone—even for 
the millions of non-savers.” 

Bernard M. Baruch, in a statement before the Senate 
Foreign Relations Committee January 19, advocated “res- 
toration of the excess profits tax by 50 per cent of the cut 
from war levels, with wartime allowances for amortiza- 
tion of new plants,” and postponement of all tax reduc- 
tion for two years, after which “a five-year orderly re- 
duction of personal and corporate taxes should be under- 
taken, combined with the systematic substantial lowering 
of the national debt which is a terrible threat to our se- 
curity.” This was a phase of his plea for “an all-out pro- 
duction drive here and in the rest of the world . . . with- 
out interruptions, strikes, lockouts, or profit scrambling.” 
Thus, he believed, “the foundations of economic stability 
in the world, without which peace must continue to elude 
us, can be brought into existence inside of two years,” 
and “mankind’s whole lot and outlook would be magi- 
cally lifted.” 

The CIO’s Economic Outlook (April, 1947) set forth 
“essential features of a sound tax program,” which were 
reaffirmed in the resolution on “tax policy,” adopted at its 
constitutional convention in October, 1947. The follow- 
ing quotation indicates its view: 

“Any tax program [to be regarded as sound] must of 
necessity increase the amount of purchasing power in the 
hands of American consumers. Can this be best accom- 
plished by lowering the taxes on the poor and needy or 
by lowering the taxes on high-income individuals and 
corporations? Is purchasing power increased if taxes are 
lowered on corporations and upon the rich? 

“It is argued that by reducing their taxes more money 
is made available to build new plant and equipment, ex- 
pand capacity, and increase production available for the 
American people to buy. What good does it do to en- 
courage new investment through new plant capacity to 
put more products on the market, if the low-income in- 
dividuals do not have sufficient money to buy these prod- 
ucts? All the encouragement in the world to wealthy 
individuals by lowering their taxes is to no avail as long 
as the low-income people pay such high taxes and receive 
such low wages that they are not able to buy many of the 
necessities of life. 

“The guiding principle of a sound tax program must 
be reduced taxes upon low-income individuals, certainly 
not lower taxes on the wealthy or on corporations. In- 
creased income, through reduced taxes, higher wages, etc., 
in the hands of low-income individuals increases purchas- 
ing power which in turn increases demand for the prod- 
ucts of industry. This... is greater encouragement and 
incentive for business to invest and expand production 
than any tax cut on high-income individuals or corpora- 
tions could possibly be.” 

The C1O’s recommendations in its resolution last fall 
included an increase in personal exemptions to $3,000 for 
a married person, with $500 additional for each dependent 
(except the wife), thus making the exemption $3,500 for 
a family of four. It was pointed out in the April, 1947, 
statement that personal exemptions were “originally estab- 
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lished on the general theory that they should be equal to 
the amount needed to maintain an adequate standard oi 
living.” Other recommendations were for reduction of 
excises to prewar rates—with the ultimate goal of “com- 
plete elimination of all excises”; reduction of income 
taxes on corporations earning less than $25,000; a 19 
per cent tax on undistributed corporation profits and a 
75 per cent tax on excess profits, computed as during the 
war, but with exemptions in both cases for companies 
earning less than $25,000; and taxation of interest on 
new issues of state and local securities. With these and 
some minor adjustments, it was estimated that there 
would be no loss in revenue to the Treasury. 


Proposals by the Administration and in Congress 


In the President’s Message on the State of the Union 
(January 8), he recognized inflation as a major problem, 
in its current impact and its increasing menace, and main- 
tained, as previously, that excess of government revenue 
over expenditures was an important check on inflation, 
along with other checks he proposed. Therefore, he said, 
“until inflation has been stopped there should be no cut 
in taxes that is not offset by additions at another point 
in our tax structure. Certain adjustments should be made 
within our existing tax structure that will not affect total 
receipts, yet will adjust the tax burden so that those least 
able to pay will have their burden lessened by the trans- 
fer of a portion of it to those best able to pay.” 

Noting that “many families are suffering hardship be- 
cause of the high cost of living” and that “at the same 
time profits of corporations have reached an all-time rec- 
ord,” he recommended that “a cost-of-living tax credit” 
of $40 per person be allowed against the tax on 1948 in- 
dividual incomes—which would be “particularly helpful 
to those in the low-income group, amounting to a reduc- 
tion of $160 in the tax liability of every taxpayer with a 
wife and two dependent children. At the same time he 
would make up for the loss in revenue (estimated at 3.2 
billion dollars, as compared with the present law) by an 
additional tax on corporate profits. 

On the other hand, the House of Representatives passed 
(February 2) a tax measure prepared by its Ways and 
Means Committee (Representative Knutson, chairman) 
which provides extensive tax reduction without any com- 
pensating readjustment. Personal exemptions are raised 
from $500 to $600. This would relieve about 7,400,000 
persons, it is estimated, from payment of any personal 
income tax, and of course decrease others’ tax. Persons 
over 65 are given an additional exemption of $100. The 
measure also reduces the tax on net incomes of $1,000 or 
less (after exemptions and deductions) by 30 per cent; 
on incomes between $1,000 and $1,400 by a flat $67 (rep- 
resenting from 30 per cent to 20 per cent); on incomes 
over $4,000, by 20 per cent on the first $4,000 and 10 per 
cent on the rest. Married persons could divide their com- 
bined income—which would benefit many taxpayers in 
middle-income groups. Estate and gift taxes are reduced 
by about 25 per cent by applying a similar principle. The 
maximum rate on personal incomes is fixed at 77 per cent. 
It was estimated that this tax measure would result in 
a reduction of about 6.5 billion dollars in tax receipts for 
1948-49. The bill has now been forwarded to the Senate, 
where it is reported that consideration of it will be delayed 
until the amount of appropriations for the same fiscal 
year has been approximately determined. 

The minority’s substitute measure, offered by Repre- 
sentative Rayburn and reflecting in the main the Presi- 


dent’s proposal, would increase the personal exemption to 
$700 (substantially equivalent to the $40-per-person tax 
cut proposed by the President), and offset it by a 75 per 
cent tax on excess profits of corporations. Like the Knut- 
son bill, it includes an income-splitting provision for mar- 
ried couples, The total revenue would not be substantially 
reduced below the amount of the estimated yield of the 
present law if continued; but the increased exemption 


would remove from the income-tax rolls about 10 million © 


present taxpayers in low-income groups and also give 
others in the lower brackets a substantial reduction. 
Excise taxes are not changed in either measure. 


Major Issues Involved in Tax Proposals 


‘The major economic and social issues involved in the 
various proposals for tax revision cited in the preceding 
article, and in the bill now before the Senate, are not easily 
separated from the political issues which are likely to 
determine any tax legislation this year. They are im- 
plicit, however, in the arguments quoted in connection 
with the proposals. They may be summarized as follows: 

1. Range of government activities. During the past 
50 years, but most notably during the past 15 years, the 
scope of the federal government has expanded to include 
increasing regulatory, subsidizing, and welfare services, 
and larger enterprises in conservation of human and ma- 


terial resources. Including the tremendous cost of wars, | 


the proportion of the national income spent by the na- 
tional government has multiplied. Should this proportion 
be maintained, reduced, or increased? Is the expansion of 
government activities an evil in itself—a ‘‘statist” menace? 
Or should government regulatory and welfare activity 
vary with changing domestic needs? If so, how shall we 
decide what the government should do and where to stop? 

2. Postwar obligations. In view of world conditions, 
and their bearing on our national security and welfare, 
to what extent are we justified, through our government, 
in aiding or underwriting world recovery and reconstruc- 
tion out of taxation? Is this a humanitarian question, or 
one of national self-interest, or both? 

3. The national debt. Whatever the level of federal 
expenditure approved, should tax revenue be adequate to 
provide a substantial reduction in the national debt be- 
sides? How much? Should the amount retired in any 
given year be determined in relation to changing domes- 
tic requirements ? 

4. Point of tax relief. If federal tax reduction is feas- 
ible in these circumstances, should it be mainly applied to 
personal incomes in lower-income brackets, to relieve 
pressure of the high cost of living for lower-income groups 
at the risk of raising prices by increasing demand for 
goods now in short supply? Or should any reduction 
made be spread more widely to encourage saving and in- 
vestment by middle- and upper-income groups, and so 
presumably to increase productive facilities to meet in- 
creased demands? Is a higher net return on investment 
needed to stimulate venture capital? Should excises be 
maintained as at present, or do they tend to limit consump- 
tion to a harmful degree? 

5. Corporate profits tax. Should taxes be increased or 
decreased on corporate profits? With what probable ef- 
fect, in either case, on employment and production and 
distribution? At what point does profit become “excess 
profit”? If because of budget requirements the tax rate 
on profits is kept so high as to discourage investment 
what recourse have we in respect to economic incentives ? 
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